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WASHINGTON COUNTY HOSPITAL

MANAGEMENT’S DISCUSSION AND ANALYSIS

- "Our - discussion and analysis of Washington County Hospital’s (Hospital’s) financial

- performance provides an overview of the Hospital’s financial activities for the fiscal years

- ended December 31, 2011 and 2010. Please read it in COBJlIanlon w1t§1 the -Hospital’s
o ﬁnancml statements whlch begln on page 8. ' :

e '-.meanclal nghhghts

» The Hospital’s net assets decreased by $216,099 or 11.86 percent in 2011 and
decreased by $45,512 or 244 percent in 2010.

" Contractual allowances and bad debts reduced gross paﬁéﬁf service revenue by
'$970,873 or 21.67 percent of gross patient service revenue in’ 2011 and by $723 641
“or ‘1676 percent of gross patient service revenue in 2010. e

‘e ' The Hospital reported operating losses in both 2011 ($481,464) and 2010 ($331,541).

© % Net nonoperatmg revenues and expenses increased by $25,810 in 2011 and by

" $61,156 in 2010, The net increase in 2011 was due primarily to ani increase in grants

and ‘contributions. The increase in 2010 was due primarily to a reducfion of
fundraising expenses of approximately $82,000.

¥ : -'l_?“inan(_:ial Statements

The Hos;ntai s financial statements are prepared using propnetaiy fund accountmg that
':':-focuscs on the determination of changes in net assets, financial position and cash flows'in a
manneér similar to private-sector businesses. The financial statements are prepared on an
accrual basis of accounting which recognizes revenue when earned and expenses when
incurred. "The basic financial statements include a balance sheet, statement of revenue,
3 expenses. and changes m net assets, and Statement of cash ﬂows followed by notes to the

The balance sheet presents information on the Hospital’s assets and liabilities, with the
difference between the two reported as net assets. “Over time, increases or decreases in net
assets may 1nd;cate whether the fmancnal posmon of the Hospltal 1s tmprovmg or
deterlorating ‘

The statement of revenues, expenses and changes in net assets presents both the operating
revenues and expenses and nonoperating revenues and expenses along with other changes in
net asseis for the'year, This statement rs an mdlcatlon of the success of the Hospital’s
operations over the pastyear, ‘ :




The statement of cash flows presents the change in cash and cash equivalents for the year
resulting from operating activities, capifal and related financing activities and investing
activities. The primary_purpose of this statement is to provide information about the
Hospital’s cash receipts-and cash payments during the year.

Financial Position

The Hospital's net assets are the difference: between its assets and liabiljties reported in the
Balance Sheets on pages 8 and 9. The Hospital’s net assets decreased in each of the past
three years as you can see from the following table. ' o

1

December 31, |

2011 2010 2009
‘Asséts: | | |
Current assets $1,326,846 $1470,669 $1.430445
Capital assets, net . 766,675 908,156 682,644
Other noncurrent assets _ 553,139 566,650 __ 674871
Total assets - $2,646,660 $2.045475 §2.787960
Liabilities: - ‘ ' RN F :
Long-term liabilities $ 215699 $ 318483 $§ 225,015
_ Other liabilities §25284 _ 805216, 695657
Total liabilities $1,040983 $1,123.609 $ 920672
Net ésséts: . s c
Invested in capital assets, net $ 356285 % 422348 $ 269905
Restricted o - - 6,610
Unrestricted - - - oo 1249392 13995428 1,590,773
Total net assets 81605677 $1.821.776 $1.867.288

Overall, total assets decreased 10% from 2010 to 2011 and increased 6% from 2009 to 2010.

« Current assets decreased 10% from 2010 to 2011 due to increased collection rates for
receivables-and increased expenditures relating to the acquisition and maintenance of
a computerized electronic health record system. Current assets increased 3% from
2009 to.2010 due to improved collection rates on receivables and the conversion of
investment assets to cash or cash equivalents.

*+ Capital assets have increased approximately 15% over the last two years (2009 to
2011) primarily due to the implementation of the computerized electronic health
record system and the replacement of the Hospital’s boiler system.




* Liabilities increased 22% from 2009 to 2010 primarily due to increases in lease
purchase obligations for the implementation of the electronic health record system
and the replacement boiler system. Liabilities decreased 6% from 2010 to 2011 due
to principle payments on the lease purchase obligations mentioned previously.

Recent Financial Performance

The schedule below. is a summary of the Hospital’s revenues, expenses and changes in net

assets for the past three years,

Operating revenue

Operating expenses:
Salaries .. .
Employee benefits .
Supplies and other
Depreciation and amortization

Total operating expenses
Operating loss ,
Nonéperating revenues (expenses):
Taxes :
Invesﬁ_ment income
Interest expense .
Fundraising expenses
Grants and contributions
Other, net
Total net nonoperating revenues (expenses)

Capital grants and contributions

Decrease in net assets

. Net agsets at end of year

Year ended December 31,

2011 2010 2009

$3.532.178 $3.617.062 $3534560

1,736,235 1699660 1,609,948
2,670 AUITIZ 404981 407,045
1,641,184 1624788 1,573,293

218511 _ 219,174 __ 221437

4013642 3948603 3811723
(481464) _ (331,541) _ (277,154)

206906 204000 204,000

4083 5597 11862

(19,789)  (14348)  (16,689)

- ~ (31,849

46216 18468 33,358

10621 8510 9,888

248037 __ 200227 161071

17,328 63802 ___ 11418

3 (216099) $_(45.512) § (104,665)

.57
MZ»&.: N

Ty

Overall, operating revenues decreased 2% from 2010 to 2011 and increased 2% from 2009 to

2010.




»  Net patient service revenue decreased 2% from 2010 to 2011 due to an increase in the
deductions - from revenue for contractual adjustments and debt expense. The
deductions from gross patient service revenue increased from 18 % to 22%. This was
primarily due to a significant shift of the proportion of service revenue from
commercial insurance beneficiaries to Medicare beneficiaries with a higher
contractual adjustment rate.

Overall, operating expenses increased 2% from 2010 to2011 and 4% from 2009 to 2010.

+ ‘Salaries, wages, and employee benefits increased 2% from 2010 to 2011 and 4% from
2009 to 2010 due to employeg merit increases.

* Purchased services expense increased 12% from 2010 to 2011 primarily due to
increases in’ physical therapy, imaging, emergency room physician coverage, and
) financing fe_qsi_bil_ity,: study costs.

¢ Maintenance expense increased 97% from 2009 to 2010 prlmanly due to increases in
o _computer system support costs as a 1esnit of the implémentation of the computerized
* eléctronic health record system.

Overall, the Hospital’s operating loss increased 45% from 2010 to 2011 and 20% from 2009
to 2010 due to items mentioned above, along with depreciation expense associated with the
implementation of the computerized electronic health record system. It is important to note
that the calculation of the operatmg loss is a result of the application of accounting prmmples
genetally accepted in the ‘United States of America (“GAAP”). The Hospital receives a
portion of County tax revenues in part to subsidize the cost of services provuled to umnsured
patients, Although the expenses incurred to ‘provide these’ services afe recognized as
operating: expenses, GAAP repoztmg rules requlre that the tax ‘revenues be reported as
nonopetatmg:evenues o

Nonoperating revenues/éxpenses consist primarily of property taxes levied by the County,
mvestment eammgs mterest expense and grants and contrlbutzons

Patient Volumes

Patient volumes are measured on both and inpatient and outpatient basis. Acute inpatient
days were 380 and 334 in 2011 and 2010, respectively. Skilled swing bed patient days were
250 and 342 in 2011 and 2010, respectively. Intermediate care swing bed patient days were
1,704 and 1,642 in 2011 and 2010, respectively, The number of outpat:ents served was 9,843
and 9 801 in 2011 and 2010, respectlvely "

Capital Assets
At the end of 2011, the Hospital had $766,675 invested in capital assets, net of accumulated

depreciation, as detailed in Note 5 to the financial statements. The Hospital acquired
additional capital assets costing approximately $47,000 in 2011 and $445,000 in 2010.




A substantial portion of the additions to capital assets over the last three years are for
computer hardware and software needed to implement an electronic health record system to
comply with regulatory changes initiated under national healthcare reform programs.

Debt .

As discussed in Note 6 to the financial st.atements' the Hospital has acquired equipment
under capital lease agreements, including new lease agreements of $94 433 and $263 605 in
2011 and 2010, respectively, o : .

Othen Economic Factors T
Management expects the current economic conditions to continue over the next year,
Issues Facing the Hospital

There are issues facing the Hospital that could result in material changes in its financial
position in the long term. Among these issues are:

» Building project. As discussed in Note 11 to the financial statements, the Hospital
has initiated a campaign to raise funds to be used toward the possible constr uctlon of
a new hospital facility.

* Risks related to Medicare and Medicaid reimbursement. A significant portion of the
Hospital’s revenues are derived from the Medicare program, which provides certain
healthcare benefits to beneficiaries who are over 65 years of age or disabled, and the
Medicaid program, funded jointly by the federal government and the states, which
provides medical assistance to certain needy individuals and families. The funding of
these programs by the federal and state governments face increasing pressure due to
the significant increases in the costs of providing healthcare services in recent years.

*  BEmployment and labor issnes. The Hospital is a major employer within the
community, employing a complex mix of professional, technical, clerical,
maintenance, dietary, and other workers. Risks include personal tort actions, work-
related injuries and exposure to hazardous materials, A relative shortage of nursing
and other medical professional/technical employees, is an issue that is causing salary
and benefits costs to increase at significant rates.

* Technology and services, Scientific and technological advances, new procedures,
drugs and appliances, preventive medicine, and oufpatient healthcare delivery may
reduce utilization and revenues for the Hospital in the future. Technological
advances continue to accelerate the need to acquire sophisticated and expensive
equipment and services for diagnosis and treatment of illnesses and diseases.




* Increasing numbers of nninsured and underinsured patients. Due to the significant
increases and high cost of healthcare insurance premiums in recent years, increasing
numbers of patients of the Hospital are finding it more and more difficult to obtain or
maintain adequate health insurancé coverage. This trend could increase the levels of
uncompensated care provided by the Hospital.

Contacting The Hospital’s Financial Management

ThlS financla! report is designed to provide our patients, suppliers, taxpaycrs and ‘creditors
w1th a generai overwew of the Hospital's f:nances and to show the Hospftaf s accountabihty




1 BALANCE SHEETS

| ASSETS

Current assets:

_ Cash (Notes 1,3 and 7)

- Accounts receivable, net of ajtowance for donbtful
accounts of $258,835 in 2011 and $210,000 in
2010

Inventories (Note 1)
Estimated third-party payer settlements (Note 2}
Other

Total current assets
Assets limited as to use (Notes 3 and 7)

Property and equipment, at cost (Notes 1 and 5).
Land and land improvements
Building and fixed equipment
Movable equipment
Projects in progress

Less accumulated depreciation

Property and equipment net of accumulated
depreciation

Total assets

|

! part of the financial statements.
I

[

WASHINGTON COUNTY HOSPITAL

December 31,

2011

2010

$ 207389 $ 254493

741450 - 884353
239,112 181,057
76,304 58,525
62,591 92241
1326846 _ 1470669
553,139 566,650
131524 131524
1,088,053 934,019
2511703  2262,001
52385 408,827
3783665 3,736,371
3016990 __ 2828215
766675 908,156

$ 2646660 $ 2945475

The accompanying notes are an integral




LIABILITIES AND NET ASSETS

December 31,
2011 2010

Current liabilities: ' ' a o
Accounts payable $ 127,176 § 191501
Salaries and wages payable 71,780, 58,131
Compensated absences payable (Notes 1 and 6) 60,726 61,138
Payroll taxes payable 10,003 8.630
Deferred revenue (Note 11) 352,076 310427
Inferest payable - 16,323 5,539
Current portion of capitalized lease obligations SR .
(Notes 1 and 6) - 197 ,200 169.850.
Total current liabilities . 825284 805216

Long-term liabilities: SRR L
Capitalized lease obligations (Notes 1 and 6) 213,191 315958
Compengsated absences payable (Notes 1 and 6) 2,508 2,325
Total fon g-term liabilities 215,609 318,483
Total liabilities 1040983 1,123,699

Net assets (Notes 1 and 8): -

Invested in capital assets net of related debt 356,285 422 348
Unrestricted e _ 1,249,392 1,399 428
 Totalnetassets 1605677 _ 1821776
~ Total liabilities and net assets $ 2646660 2945475




WASHINGTON COUNTY HOSPITAL :
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Year ended December 31 1.
2011 2010

Operating revenues:
Net patient service revenue (Note 1) 5 . $ 3,508,957 $ 3,594,534
. Other . 23221 , 22,528

- .. Total operating revenue . S 3532178 3,617,062
-, Operating expenses: S AR

Salaries - . CO1L736235 1,699,660
Employee henefits . 417712 . 404981
Supplies and other : B ' 1,641,184 1,624,788
Depreciation (Note 1) L . 218511 . 219174

Total éééa‘riéti_ihg_expanses . R 4013642 " 3.948 603

Operating loss. o (481464) _ (331.541)

Nonoperating revenues (expenses): _ .
Taxes. o o 206906 204,000
Inyestment income - ' . - 4083 5597
Interest expense ' 0 (19,789) (14,348)
Noncapital grants and contributions 46216 - 18468
Other. . ‘ 10621 . 8.510

' _';Totai nonoperatmg revenues ' ‘ 248037 _ 222227

- Expenses over revenues before capital . _ oy
grants and contributions ' ) (233,427) (109,314)
Capital grants and contributions 17,328 63.802

. Decrease in net assets _ ' (216,099) (45,512)
Net assets at beginning of year | 1 821776 1867288

" Net assefs at end of year S $ 1605677 $ 1821776

The accompanying notes are an integral
part of the financial statements,

10




WASHINGTON COUNTY HOSPITAI

STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Receipts from and on behalf of patients
Payments to suppliers and contractors

* Payments to employees

Payments for employee benefits
, Other receipts and payments, net

Net cash fiows provided (used) by operating activities
Cash flows from noncapital financing activities:
, Property taxes for operations
~ Grants and contributions
Other

Net cash flows provided by noncapital financing activities

" Cash ﬂbﬁ,vs: from capital and related financing activities:

Purchases of property and equipment
Contributions for capital assets

Increase in deferred revenue

Increase in building fund

Principal payments on capitalized lease obligations
Interest payments on capitalized lease obligations

_ Nef cash flows used by capital and related financing activities

Cash flows from investing activities:
Additions to board-desi gnated assets
Decreases in board-designated assots
Investment income

- Net cash flows provided by investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

11

Year ended December 31 .

2011 2010
$ 3634081 $ 3,733,117
(1,771,959)  (1,538,154)
(1,723,015)  (1,692,391)
(@417,712)  (404,981)
72614 _ 22528
(205.991) ___ 120,119
206,906 204,000
46,216 18,468
10,621 8510
263,743 230,978
(31,990)  (181,081) .
56,746 16,415
41,649 77,805
(34,825) (77,390)
(169,850)  (190,536)
_(19.005) (18,956)
(157.275) __ (373.743)
(52,192)  (204,734)
100,528 390,345
4,083 5.597
52419 191,208
(47,104) 168,562
254.493 85931

B 207389 $_ 254493




WASHINGTON COUNTY HOSPITAL

STATEMENTS OF CASH FLOWS - continued

Reconciliation of operating loss to net cash provided (used)
by operating activities:
Operating loss
Adjustinents to reconcile operating loss to net cash flows
used in operating activities:
Deprecidtion and -amortization
Prov:suon for doubtfui accounts
Other :
Net (mcneases) decreases in current-assets:
Accounts recewable
Inventories - o o
Bstimated thlrd-party payer settlements
Other
Net increases (decreases) in cmrent habllltles
Accounts payable: : '
Salaries and wages payable
Compensated absences payable
Payroll taxes payable

Net cash providéd (used) by operating activities

The accompanying notes are an integral
part of the financial statements.
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Year ended December 31,

2011

2010

$ (481464) $ (331,541)

218511 219,174 -
162,128 156,317
49393 -
(19.225) (48,174)
(58,055) 15,601
(17779) 30,440
(9,768) 21,541
(64,325) 49276
13,649 7,108
(429) 161
1373 216




WASHINGTON COUNTY HOSPITAL »
NOTES TO FINANCIAL STATEMENTS

December 31,2011 and 2010

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of operatlons and renortmﬁ entiity

H

Washington County Hospital (Hospital) is owned by Washington County, Kansas and
provides acute inpatient, outpatient and swing bed care. The Board of County
Commissioners appoints the members of the Board of Trustees. For this reason, the
Hospital is considered to be a component unit of Washington County, Kansas.

Basw of accounting and presentatmn

The financmi statements of the Hospxtal have been prepared on the accrual basis of
accountmg using the economic resources measurement focus. Revenues, expenses,
gains, losses, assets and liabilities from exchange and exchange-like transactions are
recognized when the exchange transaction takes place. Operating revenwes and
expenses include exchange transactions. ‘Property taxes, investment.income, interest on
capital assets-related debt are included in nonoperating revenues and expenses

The Hospatai prepares its financial statements as a business-type activity in conformity
with applicable pronouncements of the Governmental Accounting Standards Board
(GASB). Pursuant to GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting, as amended, the Hospital has elected to apply the provisions of all relevant
pronouncements of the Financial Accounting Standards Board (FASB), including those
issued after November 30, 1989, that do not conflict with or contradict GASB
pronouncements.

Use of estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management fo make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from
those estimates.

13




1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

Operating revenues and expenses

The Hospital’s statement of revenues, expenses, and changes in net assets distingnishes
between operating and non-operating revenues and expenses, Operating revenues result
from exchange transactions associated with providing health care services — the
Hospital’s principal activity. -Non-exchange revenues, including taxes, grants, and
contributions received for purposes other than capital asset acquisitions, are reported as
non-operating revenues. Operating expenses are all expenses incurred to provide health
care services, other than financing costs. ‘
; _\

Patient accounts receivable = - e o

The Hospital reports patient accounts receivable for services rendered at net realizable
amounts from -third-party payers, patients and others.- -The Hospital. provides an
aliowance for uncollectible accounts based upon a review of outstanding receivables,
historical ‘collection information, payer mix trends, and existing economic conditions.
As aservice to patients, the Hospital bills third-party payers directly and bills the patient
when the patient’s liability is determined. Patient accounts receivable are generally due
in full when billed. If the patient is unable to pay the full amount at the time the patient
is billed; the. Hospital negotiates a payment plan whereby monthly payments are made
by the patient on the account. Accounts are considered delinquent and subséqiently
written off as bad debts based on individual credit evaluation and specific circumstances
of the account. If future actual default rates on accounts receivable differ from those
currently anticipated, the Hospital may have to -adjust its allowance for doubtful
accounts, which would affect earnings in the period the adjustments are made:

Inventorics

Inventoties are stated at the lower of cost or market.. Cost is determined by the first-in,
first-out method,

Capital assets

The Hospital’s capital assets that are $5,000 or greater, are recorded at cost at the date of
acquisition, or fair value at the date of donation if acquired by gift. All capital assets
other than land are depreciated or amortized (in the case of capital leases) using the
straight-line method of depreciation using the following estimated useful lives:

Land improvements ......... OO J7-Y:1 1
Buildings.......... b e worene 10-40 years
Equipment............... e, verrsennes s . 5-20 years

14




1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES (continued)

The costs of maintenance and repairs are charged to operating expenses as incurred, The
costs of significant additions, renewals and betterments to depreciable -properties are
capitalized and depreciated over the remaining or extended estimated useful lives of the
item or the properties.. When depreciable property s retired or otherwise disposed of,
the related costs and accumulated depreciation are removed from the accounts and any
gain or loss is reflected as-non-operating revenue-(expense).: - - . .o

Net patient service revenue

The Hospital -has agreements i;vith'thix'd~par{y payers that provide for-payments to the
Hospital ‘at'amounts different from its established rates.. ‘Payment arrangements include
reimbursed: costs, discounted ‘charges, and per diem payments. . Net patient. service
revenue is-reported-at.the estimated net realizable amounts from patients, third-party
payers, and others for services rendered, including estimated retroactive adjustments
under - reimbursement agreements with third-party payors, and a provision for
uncollectible accounts, Retroactive adjustments are accrued on an estimated basis in the
period “the -related - services aré rendered: and. adjusted -in future - periods  as . final

settlements are determined.. o+ -

Grants and contributions

From time to time, the Hospital receives grants and confributions from government

agencies, ' private - organizations, and - individuals. . -“Revenues * from:..grants - and
contributions are - recognized  when:-.all eligibility - requirements, including  time
requirgments-are met. - Grants and -contributions ‘may be restricted. for either specific
operating ‘purposes or for capital ‘purposes.. Amounts that are: unrestricted or that are
restricted - 'to ‘a spécific - operating purpose are reported as nonoperating revenue.
Amounts restricted to capital acquisitions are reported after nonoperating revenues and
expenses.: ' When-the Hospital has both restricted and unrestricted resources available to
finance a particular program, it is the Hospital’s policy to use reéstricted resources before
unrestricted resources, oo e ERREE PR I R T .
Net:assets - -

Net assets of the Hospital are classified in two components, Net assets invested in
capital assets net of related debt consist of capital assets net of accumulated depreciation
. and reduced by the current balances of any outstanding borrowings used to finance the
purchase or construction of those assets.” Unrestricted net assets areremaining net assets

that-do not meet-the definition of invested 'in capital assets net of related debt or
restricted.
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1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (continued)

Compensated absences

Employees of the Hospital are entitled to paid vacation depending on length of service
and whether they are full or part time. Upon resignation, termination or retirement from
service with the Hospital, employees are entitled to payment:for all accrued vacation, up
to the allowable maximum, The Hospital accrues vacation benefits as-earned,

‘W}W‘Mﬂwi

Cash and cash equivalents

Cash sand cash- equivalents include cash, certificates of deposit, money market and
interest bearing checking accounts with matirrities of three months or less, excluding
those investments designated by the Board of Trusiees for the purchase or replacement
of capital assets (Note 7), : . S B

Taxation

The Hospital is a component unit of Washington County, a political subdivision on the
State of Kansas and as such, is exempt from Federal income taxes under Section 115 of
the Internal Revenue Code. : "

Risk management

The Hospital is exposed to varions risks of loss related to torfs; theft of, damage to and
destruction of assets: errors and omissions; injuries to employees; natural disasters; and
employee ‘health ‘benefits, Commercial insurance coverage is purchased for claims
arising from such: matters, *Settled claims have not exceeded this commercial insurance
coverage in any of the three preceding years.

1

The Hospital: pays fixed premiums for annnal medical malpractice coverage under an

occurrence-basis policy. The Hospital accrues the expenses of its share of malpractice

claimcosts, .if. any, of teported and unreported incidents of potential improper
- professional service oceurring during the year by estimating the probable ultimate cost
_ of any incident, Based on the Hospital’s own elaims experience, no accrual, for medical
malpractice costs has been made in the accompanying financial statements.

: ;_*? -Subsequent events

_:_'Su_b_sequent events have been evaluated through June 8, 2012, which is the date the
- financial statements were available to be issued.

" . Reclassifications

- Certain reclassifications have been made to the 2010 financial statements to conform to
- the 2011 presentation. The reclassifications had no effect on the change in net assets.
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% ESTIMATED THIRD-PARTY PAYER SETTLEMENTS

The Hospital has agreements with third-party payers that provide for payments to the
Hospital at amounts different from'its established rates. These payment arrangements
inchude; o

* Medicare — Inpatient and outpatient services are paid based on cost reimbursement
methodologies. The Hospital is reimbursed for cost reimbursable items at tentative
rates with final settlement determined after submission of annual cost reports by the
Hospital and reviews thereof by the Medicare fiscal intermediary, The Hospital's

admission are subject to an independent review by a peer review ofganization under
contract with the Hospital, The Hospital's Medicare cost reports have been reviewed
by the Medicare fiscal intermediary through December 31 , 2010,

* Medicaid - The Hospital is reimbursed under a cost reimbursement methodology for
inpatient acute . and.: outpatient. services. , . The Hospital is -reimbursed, . for - cost
reimbursable items at tentative rates with ﬁnal_sattfcment;determined after submission
-of annual -cost reports by the Hospital and reviews thereof by. the Medicaid fiscal

i

intermediary, ... .

‘Inp'ati.en't‘ ibng—term care services for -20.10 and 2011 are paid at prosﬁedtive!y

determined per diem rates that are based on the patient’s acuity,
Appro_ximétely 62% and 55% of net 'p'atient_ser'vice revenue is from partic!i'pation.iri the
Medicare program for the years ended December 31, 2011 and 2010, respectively. Laws %
and regulations ‘governing  the -Medicare program . are . complex. and . subject to

interpretation and.change;. As a result, it js reasonably possible that recorded estimates f
will change materially.in the nearterm, .. . : 3 : :

The Hospital has also entered into payment agreements with cerfain  commercial
insurance carriers and other third-party payer programs. The basis for payment to the
Hospital under these agreements includes prospectively determined rates per discharge,
discounts from.established charges and cost reimbursement.

3. CASH AND INVESTED CASH

Cash and invested cash consisted of the following:

December 31,
LTI 2011 - 2010
‘Cash-and cash equivalents: .
Cash on hand - $ 100 $ 100
Initerest bearing checking accounts 147,781 211,249
Certificates of deposit : 59,508 43,144

207,389 254493
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3. CASH AND INVESTED CASH (continued)

December 31,

2011 2010
Assets whose use is limited (Note 7). '
Checking account (Building Fund) 297,448 262,623
Certificates of deposit 255,691 304,027

553,139 566,650
Totals $ 760328 $ 821143

Deposits

The Hospital’s policy follows applicable State statutes and requires deposits to be 100%
secured by collateral (pledged securities) valued at market, less the amount of the
Federal Deposit Insurance Corporation (FDIC) insurance. State statutes define the
allowable pledged securities. Custodial credit risk for deposits is the risk that in the
event of bank failure, the Hospital’s deposits may not be returned to the Hospital or the
Hospital will be unable to recover the collateral securities in the possession of an outside

party,

At December 31, 2011, the carrying amount of the Hospital’s deposits, which
approximates fair value, was $760,528 with the bank balances of such accounts being
$704,112. Of the bank balances, $565,199 was secured by federal depository insurance
and the remaining balance of $138,913 was covered by collateral held by the Hospital’s
custodial banks in joint custody in the name of the Hospital and its banks, The fair value
of those' pledged securities held by the Hospital’s custodial banks was $886,954 at
December 31,2011,

Investment policies

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill
its obligation. The Hospital’s investing activities are managed under the custody of the
Hospital Chief Executive Officer, Investing is performed in accordance with investment
policies adopted by the Board of Trustees and in compliance with State statutes,

.Applicable state statutes authorize the Hospital to invest in (1) temporary notes or no-
fund warrants issued by the Hospital (2) time deposit, open accounts or certificates of
deposit, with maturities of not more than two years, in commercial banks; (3) time
certificates of deposit, with maturities of not more than two years, with state or federalty
chartered savings and loan associations or federally chartered savings banks, (4)
repurchase agreements with commercial banks, state or federally chartered savings and
loan associations or federally chartered savings banks; (5) United States treasury bills or
notes with maturities as the governing body shall determine, but not exceeding two
years; (6) the municipal investment pool maintained by the State Treasurer's office, and
(7) trust departments of commercial banks,
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4. CONCENTRATIONS OF CREDIT RISK ’

The Hospital is a provider of health care services and is located in the City of
Washington, Kansas. The Hospital grants credit without collateral to its patients, most
of whom are local area residents and some are insured under third-party payor
agreements. The mix of receivables from patients and third-party payors is as follows:

December 31,

2011 : 2010
Medicare $ 386376 $ 332,859
Medicaid 11,162 . 32,496
Commercial * 315,306 311,842
Other 287441 417 156
Gross accounts receivable 1,000,285 1,094,353
Less aliowance for doubtful accounts 258,835 210,000

$_ 741450 $§ 884353

5. CAPITAL ASSETS

Capital asset additions, disposals, and balances for the years ended December 31, 2011
and 2010 were as follows: o

Balance At Balance At
December 31, December 31,
2010 Additions Disposals 2011
Capital assets not
being depreciated:
Land $ 85637 % - $ - $ 85637
Projects in
progress 408,827 46.903 403 345 52,385
Total capital assets
not being depreciated: 494 464 46,903 403,345 138,022
Capital assets being
depreciated:
Land
improvements 45,887 - - 45887
Building and fixed
equipment ’ 934,019 159,385 5,351 1,088,053
Movable :
equipment 2.262,001 274,087 24385 2,511,703

Total capital assets
being depreciated 3,241,907 433 472 29,736 3,645,643
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E S. CAPITAL ASSETS (continued)

E Balance At Balance At

¢ December 31, December 31,

: 2010 Additions Disposals 2011

E Less accumulated

L5 depreciation for:

L Land :

E : improvements $ 39509 $ 2485 $ - % 41,994

™ Buildings and fixed ' ‘ '

v * equipment 888,771 16467 5351 899,887

E;{- Movable - ¢

‘equipment - 1,899,935 199,559 24,385 2,075,109
Total accumulated » : _

a o depreciation 2828215 218,511 29736 3.016,990

Total capital assets

o being . - -

E depreciated, net 413692 214961 - 628,653

. Total capital assets, o

H net 8 908156 $ 261864 $ 403345 $ 766675

Balance At Balance At

g - December:31, . December 31,

- 2009 Additions Disposals 2010

Capital assets not

! ' being depreciated; .

Land $ 85,637 & - $ - $ 85,637

- Projects in

g progress ...« 10,000 - 398,827 - . 408 827

a Total capital assets :

B not being depreciated: 95,637 398.827 - 494 464

! Capital assets being

' depreciated:

Land :

I : improvements 45 887 - : - 45,887

Building and fixed

equipment ' 934,019 . - - 934,019

i Movable

.. equipment 2216,142 45,859 - 2,262,001
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5. CAPITAY ASSETS (continued)

Balance At Balance At
December 31, .- December 31,
2009 Additions Disposals . 2010
Total capital assets
being depreciated $ 3196048 $ 45859 $§ - $ 3241907
Less accumulated
depreciation for: -
Land
improvements © 38225 1,284 - 39,509
Buildings and fixed
equipment 872,889 15,882 - 888,771
Movable .
equipment 1,697,927 202.008 - 1,899935
Total accuniufated
depreciation 2,609,041 219,174 - 2,828,215
Tbtai capital assets
being .
depreciated, net 587,007 (173.315) - 413,692
Total caﬁital assets, -
net $ . 682644 § 225512 $ = . 908,156

0. LONG-TERM DEBT AND OTHER NONCURRENT LIABILITIES

Balance At Balance At Amounts
December December - Die
31, 31, Within

2010 Additions Reductions 2011 One Year
Capital lease ‘

obligations $ 485808 $ 94433 § 169,850 § 410,391 $ 197,200
Compensated

absences

payable 63,663 67.665 68,094 63,234 60,726

Total long-term -

liabilities $ 549471 § 162098 $ 237944 § 473625 § 25796
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6. LONG-TERM DERBT AND OTHER NONCURRENT LIABILITIES
(continued) _

Balance At Balance At Amounts
December December Due
31, _ 31, Within
2009 Additions Reductj ons 2010 One Year
Capital lease , to
obligations $ 412739 $ 263,605 $ 190,536 $ 485808 $ 169,850
Compensated
absences '
payable 63,502 62,035 61,874 63,663 61,138

Total long-term

liabilities 3. 476241 § 325640 $ 252410 § 54947 $.230,988

These leases qualify as capital leases for accounting purposes and, accordingly, have
been recorded at the bresent value of the minimum lease payments at the date of lease

December 31
2011 2010

"Movable equipmeﬁt ............................................. $ 652242 g 580,025
Projects in progress . 42,385 263,605
694,627 843,630

Accumulated depreciation ..........,........ 289428 394,535
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6. LONG-TERM DEBT AND OTHER NONCURRENT LIABILITIES
(continued) '

Year ending December 31,

2012, B e s et e rrae e ae e an e raees $ 213224
2013 e e b 109,450
2004t s 59,134
2005, s e 59,134
Total minimum lease payments S 440,042
Less amount representing interest........cvuncvsnrmrssnrnins v 30,551
Present value of net minimum lease payments ....o.ocvveeeovrevenns 410,391
1688 CHITENE POTTION .vviveririermrereisen s rsssessseseresesescsesnnns 197,200
LONG-LEIIM POTHON 1vvvvsvssssecirssaeinsssssonsssossoeseeessesessecessssssssesaness $ 213,191

7. ASSETS WHOSE USE IS LIMITED

The assets whose use is limited consists of the following:

December 31,
2011 2010
Board Designated........cccvevivivnnininininsesinisons $ 255691 $ 304,027
Building Fund ..o oo 297448 262623

$ 55330 § 566650

Certain cash and investments have been designated by the Board of Trustees for use in
the replacement of capital assets or for the acquisition of additional capital assets. The
assets designated by the Board of Trustees can be utilized for other purposes at the
diseretion of the Board.

The Building Fund consists of contributions received for the building project (Note 11)
net of related expenses. The Building Fund assets are restricted for the building project,
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8. RESTRICTED NET ASSETS - :

Temporarily restricted net assets are comprised of assets whose use by the Hospital has
been limited by donors to specific purposes and is available for the following:

December 31,
2011 2010
Held in eash and assets whose use is hmlted o
Building project $ 352076 $ 310427
Less: Amount in deferred revenue (Note 11) 352076 310427
: $ - § -

Net assets were received and released from donor restrictions by incurring expenditures
satisfying the restricted purposes for the following:

December 31,
2011 2010
HIPAA programs $ 7,161 % 7,075
Emergency preparedness 8,777 8,052
Boiler replacement 17,328 62,360
Total : 3 33266 $_ 77487

9. FAIR VALUE OF FINANCIAL INSTRUMENTS

Generally Accepted Accounting Principles (GAAP) establishes a single authoritative
definition of fair value, sets a framework for measuring fair value and requires additional
disclosures about fair value measurements. Financial instruments that are measured and
reported at fair value are classified and disclosed in one of the foIlowmg categories
based on inputs:

o Level 1 — Quoted market prices are available in active matkets for identical
instruments as of the reporting date.

o Level 2 — Pricing inputs are observable for the instruments, either directly or
indirectly, as of the reporting date, but are other than quoted prices in active
markets as in Level 1,

+ Level 3 - Pricing inputs are unobservable for the instrument and include situations
where there is little, if any, market activity for the instrument.
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9. FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

The following methods and assumptions were used by the Hospital in estimating the fair
value of its financial instruments:

Cash and cash equivalents — The carrying amounts reported in the balance sheet for
cash and cash equivalents approximates its fair value.

Accounts receivable — The carrying amounts reported in the balance sheet for
accounts receivable approximates fair value because of the short-term nature of those
instruments. ' ) '

Estimated third-party paydr settlements — The carrying amounts reported in the
balance sheet for estimated third-party payor settlements approximates fair value
because of the short-term nature of those instruments.

" Board designated assets and Building Fund — These assets consist of cash and short-
term investments and the carrying amounts reported in the balance sheet
approximates their fair value.

Accounts and other payables — The carrying amounts reported in the balance sheet for
accounts and other payables approximates its fair value.

Long-term debt — These liabilities consist of capitalized lease obligations. ‘The fair
value of these liabilities is estimated using discounted cash flow analyses, based on
the interest rate implicit in the lease agreements. '

The carrying amounts and fair value of the Hospital’s financial instruments at December
31,2011 and 2010 are as follows:

December 31,2011 | December 31, 2010
Carrying Fair Carrying Fair
Amount Value Amount Value

Primary government:
Cash and cash equivalents  $ 207389 $§ 2077389 $§ 254493 $§ 254493

Accounts receivable 741 450 741,450 884,353 884,353
Estimated third-party payor

settlements 76,304 76,304 58,525 58,525
Building fund 297 448 297 448 262,623 262,623
Board designated assets 255,691 255691 304,027 304,027
Accounts and other payables 630,592 630,592 637,891 637,891
Long-term debt 410,391 410,391 485,808 485,808
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10,

11.

12.

OTHER POST EMPLOYMENT BENEFITTS

As provided by K.S.A. 12-5040, the Hospital is required to allow retirees to participate
in its group health insurance plan. While each retiree is required to pay the full amount
of the applicable premium, conceptually, the Hospital would be subsidizing the retirees
because each participant is charged a level premium regardless of age. However, the
cost of this subsidy, if any, has not been quantified in these financial statements, The
Hospital provides no other post—employment benefits, other than a retirement plan, for
former employees.

Under the Consolidated Omnibus Budget Reconciliation Act (COBRA), the Hospital
makes health care benefits available to eligible former employees and their eligible
dependents. Certain requirements are outlined by the federal government for this
coverage.

BUILDING PROJECT

Management of the Hospital has initiated a project to determine the feasibility of raising
the necessary funding to remodel the existing facility or construct a new hospital facility.
As of December 31, 2011, the Hospital had obtained approximately $1,175,000 of

pledges from various individuals and companies for the project. Contributions and

pledge amounts received are recorded as deferred revenue until such time as
management decides to proceed with the construction of the new facility, Management
expects to obtain approximately $1.2 to $1.5 million in contributions and pledges The
financing for the balance of the project has not yet been determined.

RETIREMENT PLAN

The Hospital maintains a defined contribution simple IRA retirement plan. Employees
who have received at least $5,000 in compensation during the preceding calendar year
are eligible to participate. Participants can contribute up to $11,500 annually. The
Hospital matches each employee’s contribution up to 3% of an employee’s
compensation, The total expense under the plan was $33,283 and $29,767 for 2011 and
2010, respectively.
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WASHINGTON COUNTY HOSPITAL

SCHEDULE OF PATIENT SERVICE REVENUE

. Year ended December 31,
2011 - 2010
Inpatient Qutpatient Total o Inpatient Outpatigq_& Total

Routine service $ 245806 § 156,153 $ 401950 § 210620 § 170,861 § 381490
Swing beds 295,794 - 295,794 294,538 - 294,538
Nursery. - 8,074 o < 8074 . 8200 v o < 8,290
Operating room 52,893 ' 429938 482,831 64,769 466,005 530,774
Delivery room 8,127 - 8,127 16,8603 - 16,863
Anesthesjology ... 10,880 80,535 91415 = 17,760 75,105 92,865
Radiology/EKG 95,855 965,884 1,061,739 82,631 910,783 993414
Laboratory 145,191 480,562 625,753 132,437 502,032 . 634,469
Physical therapy . 14,853 471242 486,095 9,829 414, 110 | 423939
Medical supphcs 137,432 131,527 268,959 144,820 17,197 262,017
Pharmacy ' 174,608 375,590 550,198 161,128 336'1_78' 497,306
Cardiac rehabxhtatlon - 51,525 51,525 - 40,896 40,896
Bmergency room ' 729 146,632 147 361 1,513 139,801 141,314
Gross.patlentserwce i ' co i

revenue - 8 1,190,242 § 3,289,588 4,479,830 1,145207 § 3,172968  47318,175
Contraclual adjustments (808,745) . (567,324)
Bad debts : (162,128) - (156,317)
Net Iiatient service revenue $ 3,508,957 | $ 3,594,534

27




WASHINGTON COUNTY HOSPITAL

¥

SCHEDULE OF OPERATING EXPENSES BY FUNCTIONAL DIVISION

Year ended December 31, 2011

Percent
Supplies of total
o , and _ operating
Department Salaries other Depreciation Total expenses
Routine service: '

Adult and pediatrics $ 677859 % 11,630 $ 49237 $ 738726 1840 %
Nursery 7 ’ 4446 262 1,755 6,463 0.16
682,305 11,892 50,992 745,189 18.56

. Ancillary services:
~ Operating room 39,758 22,562 13,531 75851 1.89
Delivery room 4,144 0 761 4905 0.12
Anesthesiology - 81,494 - 81,494 203
Radiology 120,019 177 443 19,138 316,600 7.89
Laboratory 118,334 110,055 23812 231,201 5.76
Physical therapy - 265,321 - 265,321 6.61
Electrocardiology 3,766 793 1,307 3,866 .15
Medical supplies 10,675 74,330 - 85,005 2.12
Pharmacy 19,189 201,069 — 220,258 549
Cardiac rehab 18,319 54 - 18,373 046
Emergency room 138,302 156,990 1,024 296,316 7.38
472,506 1,090,111 38,573 1,601,190 39.90
General services:

Nursing administration 80,217 7,289 - 87,506 2.18
Operation of plant 55422 171,060 - 226,482 5.64
Laundry 20,223 776 735 21,734 0.54
Housekeeping 42,557 54 - 42,611 1.06
Dietary 75,697 67,942 311 143950 3.59
Medical records 146 871 28,055 - 174,926 4.36
Administration and general 160,437 264005 108,947 533,389 13.29
Employee benefits - 417,712 - 417,712 1041
Depreciation - building — - 18,953 18,953 0.47
581424 956,893 128,946 1,667,263 4] .54

$ 1736235 $ 2,058,896 $ 218511 $ 4013642 100.00 %
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Year ended December 31, 2010

Percent
Supplies of total
and ‘ operating
Department Salaries other Depreciation . Total expenses

Routine service;
Adult and pediatrics $ 646652 $ 7,782 % 15343 § 669,777 1695 %

Nursery 3,627 959 1,755 6,341 0.16

650,279 8,741 17,098 676,118 17.11

Ancillary services:

Operating room 42,288 55,168 12,197 109,653 278
Delivery room 4,504 0 761 5,265 0.13
Anesthesiology — 89815 - 89815 227
Radiology 118 400 184426 17,100 319,926 g.10
Laboratory 116,291 108215 2.812 227318 576
Physical therapy - 209,996 - 209,996 532
Electrocardiology 4,127 430 1,307 5864 015
Medical supplies 10,446 140,379 - 150,825 " 382
Pharmacy 16,750 138,760 - 155,510 394
Cardiac rehab 28,182 6,773 - 34955 0.839
Emergency room 128 461 145,042 1,024 274527 6.95

469 449 1,079,004 35,201 1,583,654 40,11

General services:

Nursing administration 85,203 12,235 - 97438 247
Operation of plant , 61,703 188,202 245 - 250,150 634
Laundry 16498 1,569 735 18,802 048
Housekeeping 38,984 597 - 39,581 1.00
Dietary 75467 61,881 404 137,752 349
Medical records . 144,704 27443 793 172,940 4.38
Administration and general 157,373 245,116 147,532 550,021 13.93
Employee benefits - 404,981 - 404,981 10.26
Depreciation - building - — 17,166 17,166 043

579,932 942,024 166,875 1,688,831 42,78

$ 1699660 $ 2,029,769 $§ 219,174 $ 3,948,603 100.00 %
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" “According to the paperwork Reduction Act of 1995, no persons are required to respond to a collection of information wnless it
“displays a valid oMs control number, ~The valid OMB control number for this information coﬂectwn is:0938-0050. -The:time
bired to Complete and review. the 1nformatwn co'l1ec!;wn is est:mated 673 hours .per’ respon . [indluding the time 1o review G
k yctions; search existing resources, gather -the data. needed, and:compliete and review the formation coﬂectmn. If you o

: --:have -any “comments ‘concerning the accuracy of the time estimate(s)or suggestions for  improving the form, piease Write to: s,

: ?SGO-Securaty Bollevard, Attn: PRA Report Clearance ofﬁcer, Maﬂ stop €4-26-05, aaTtwore, Mar‘y'land 212 44-1350. . -

-2,25.130,0




